Risk Factors — Shriram ELSS Tax Saver Fund
Section A — Summary Risk Factors 
1. Equity Market Risk: Investments in equity and equity-related securities are subject to market volatility and may result in loss of capital.
1. Lock-in Risk: Investments are subject to a statutory three-year lock-in period and cannot generally be redeemed during the lock-in period.
1. Concentration Risk: Concentrated investments in particular companies or sectors may increase portfolio volatility.
1. Liquidity Risk: Certain securities may not be readily marketable or may have limited liquidity.
1. Interest Rate Risk: Debt and money-market investments, if any, may be affected by changes in interest rates.
1. Credit Risk: Debt investments, if any, are exposed to issuer default or deterioration in credit quality.
1. Derivative Risk: Derivative transactions may involve leverage, valuation, liquidity and counterparty risks.
Section B — Detailed Risk Factors 
1. Scheme-Level / General Risk Factors
1. The performance of the scheme may be affected by the corporate performance, macro-economic factors, changes in Government policies, general levels of interest rates, and risk associated with trading volumes, liquidity and settlement systems in the securities markets.
1. Low trading volumes, settlement periods and transfer procedures may restrict the liquidity of the Scheme's investments; extreme market volatility may further constrict trading volumes. Changes in SEBI/RBI regulations may adversely affect liquidity. Different segments of the Indian financial markets have different settlement periods, which may be extended significantly by unforeseen circumstances, potentially affecting the Scheme's ability to meet an inordinately large number of redemption requests. The Trustee, at its sole discretion, reserves the right to limit or withdraw sale, repurchase, redemption and/or switching of units (including any one of the Plans) temporarily or indefinitely under certain circumstances. The Scheme will retain certain investments in cash or cash equivalents for day-to-day liquidity needs.
2. Lock-in Risk (ELSS-Specific)
1. Units of the Scheme are subject to a statutory lock-in period of three years from the date of allotment, irrespective of the amount invested and irrespective of the type of investor. Consequently, investors cannot redeem, switch-out, pledge (beyond permitted limits) or otherwise transact in the Units held within the lock-in period even if the NAV declines or superior investment opportunities arise elsewhere.
1. Pursuant to the ELSS Guidelines, 2005 referenced in the SID's investment strategy, the Scheme is required to remain invested to the extent of at least 80% in the specified equity-linked securities, generally within 6 months from the date of closure of the offer, subject to investor-protection considerations in exceptional circumstances. After three years from the date of allotment, the Scheme may hold up to 20% of net assets in short-term money market or other liquid instruments to meet repurchase demand from unitholders seeking to tender units post lock-in.
3. Risks Associated with Investments in Equities and Equity-Related Instruments
1. General Market/Company Risk: Investments in equity and equity related instruments involve a degree of risk, both company-specific and market risk; investors should not invest in the Scheme unless they can afford to take the risk of losing their investment.
1. Price Fluctuation Risk: The Scheme predominantly invests in equity and equity related securities diversified over various sectors. Equity and equity related instruments are, by nature, volatile and prone to price fluctuations on a daily basis due to macro and micro-economic factors — volume and volatility in capital markets, interest rates, currency exchange rates, changes in Government law/policy, taxation, and political, economic or other developments affecting individual securities, a specific sector or all sectors — which may adversely affect the NAV of the Scheme, and may lead to out-performance or under-performance of the Scheme against its benchmark, NIFTY 500 TRI.
1. Liquidity Risk (Listed Securities): Equity and equity related instruments listed on stock exchanges carry lower liquidity risk; however, the Scheme's ability to sell such investments is limited by overall trading volumes on the exchanges. Settlement periods may be extended significantly by unforeseen circumstances. The inability of the Scheme to make intended purchases due to settlement problems could cause it to miss certain investment opportunities, and the inability to sell securities held in the portfolio may result, at times, in potential losses should there be a subsequent decline in the value of such securities.
1. Unlisted Securities Risk: The Scheme may invest in securities that are not listed on stock exchanges. Such securities may be illiquid in nature and carry a higher amount of liquidity risk compared to listed securities or those offering other exit options. The liquidity and valuation of the Scheme's investments in unlisted securities may be adversely affected if they have to be sold prior to the target date of disinvestment.
4. Risks Associated with Fixed Income Securities
1. Interest-Rate Risk: Government bonds, corporate bonds, Money Market Instruments and Derivatives carry price/interest-rate risk. Generally, when interest rates rise, prices of existing fixed income securities fall, and vice versa; the extent of the fall or rise depends on the coupon, maturity and the level at which the security is traded.
1. Re-investment Risk: Investments in fixed income securities carry re-investment risk, as interest rates prevailing on coupon payment or maturity dates may differ from the original coupon of the bond.
1. Basis Risk: The underlying benchmark of a floating rate security or a swap might become less active or may cease to exist, and thus may not be able to capture exact interest rate movements, leading to loss of portfolio value.
1. Spread Risk: In a floating rate security, the coupon is expressed as a spread or mark-up over the benchmark rate; this spread may move adversely during the life of the security, leading to a loss in value even where the underlying benchmark yield is unchanged.
1. Liquidity Risk (Debt): The liquidity of a bond may change depending on market conditions; at the time of selling, the security can become illiquid, leading to a loss in portfolio value.
1. Credit Risk: This is the risk of an issuer of a debenture/bond or Money Market Instrument defaulting on coupon or principal payments. Even absent default, the price of a security may change with expected changes in the issuer's credit rating. Government securities are the safest; corporate bonds carry a higher amount of credit risk, with risk varying by rating within corporate bonds.
1. Liquidity Risk — Unlisted Securities: The liquidity and valuation of the Scheme's investments in unlisted debt securities may be affected if they have to be sold prior to their target date of divestment, potentially leading to losses.
1. Settlement Risk: Fixed income securities carry settlement risk, which can adversely affect the fund house's ability to swiftly execute trading strategies and can lead to adverse movements in NAV.
5. Risks Associated with Investing in Derivatives
1. Systematic/Market Risk: Risk associated with the entire market rather than a specific security or sector, arising from macro-economic factors and news events.
1. Mark-to-Market Risk: Day-to-day fluctuations in the underlying security and its derivative instrument can adversely affect the portfolio.
1. Credit (Counterparty) Risk: The risk that a derivative counterparty defaults on its obligations; this is generally small, as a derivative transaction typically does not involve exchange of the principal amount.
1. Interest Rate Risk: Derivatives carry the risk of adverse price changes arising from movements in interest rates.
1. Basis Risk: Where a security is hedged using a derivative, price changes in the security and in the derivative may not be fully correlated.
1. Liquidity Risk: The benchmark underlying a derivative may become illiquid during its life, or unwinding/selling prices may not reflect the underlying assets, rates or indices, causing a loss of value.
1. Model Risk: The risk of mis-pricing or improper valuation of derivatives.
1. Trade Execution Risk: The risk that the final execution price differs from the screen price, diluting spreads and affecting the profitability of the strategy (e.g. arbitrage/reverse-arbitrage).
1. Systemic Risk: For OTC derivatives in particular, the failure of one counterparty can place the whole system at risk.
1. Leverage Risk: Derivatives are highly leveraged instruments; a small price movement in the underlying can have a disproportionately large impact on value, leading to gains or losses greater than those from direct investment. Successful execution depends on the fund manager's ability to identify and time opportunities correctly, which cannot be assured. The risks associated with the use of derivatives are different from, or possibly greater than, the risks associated with investing directly in securities and other traditional investments.
6. Risks Associated with Short Selling and Securities Lending
1. Securities Lending Risk: Lending of securities through an approved intermediary carries the risk of the counterparty failing to comply with the terms of the agreement, which could result in loss of rights to the collateral, inability to recover the securities deposited by the lender, and loss of corporate benefits accruing on them.
1. Short-Selling Risk: In short selling, the Scheme sells borrowed securities and later buys them back to close the position. Key risks are counterparty risk and the liquidity risk of the borrowed security — the security may be or become illiquid, and covering the position may occur at a materially higher price than anticipated, leading to losses.
7. Risk Factors Associated with Investments in Foreign Securities
1. Subject to necessary approvals, the Scheme may invest in overseas financial assets (including foreign debt securities, ADRs/GDRs, money market instruments, government securities, and derivatives for hedging), as permitted under applicable regulations. To the extent the Scheme's assets are invested overseas, there may be risks associated with fluctuations in foreign exchange rates, restrictions on repatriation of capital and earnings, and transaction procedures in overseas markets. Repatriation of capital to India may also be hampered by changes in exchange control regulations, political circumstances, bi-lateral conflicts or prevailing tax laws. As the Scheme would invest only partially (if at all) in foreign securities, there may not be readily available or widely accepted benchmarks to measure such performance.
1. Currency Risk: Investment in foreign securities carries currency risk, arising from the change in price of one currency against another, driven by differential monetary policy, growth in real productivity and inflation rates between countries.
1. Note (Contingent Risk): As disclosed in the SID, the AMC presently does not have approval to invest in foreign securities; it will take the necessary approvals from SEBI and RBI, and appoint a dedicated fund manager to oversee such investments, before commencing investments in foreign securities. This risk factor is therefore contingent and not currently live for the Scheme.
8. Risks for Writing Covered Call Options on Equity Shares
1. A call option gives the holder (buyer) the right, but not the obligation, to buy an asset by a certain date for a certain price. A covered call strategy involves holding a long position in an underlying security while writing (selling) a call option on the same security to generate income through the premium received. The Scheme may write call options only under a 'covered call strategy', as permitted by Para 12.25.1 of the SEBI Mutual Funds Master Circular, subject to the following risks:
1. Capped Upside / Specialized-Activity Risk: Writing call options entails a specialised form of investment risk. Profit from the strategy is capped at the strike price plus the premium received, even though the market price of the underlying may rise well beyond that level; conversely, if the price falls, the loss is cushioned only to the extent of the premium received.
1. Opportunity-Loss Risk: Where the appreciation in the underlying equity share price exceeds the option premium received, the Scheme forgoes part of the potential gain that a plain long position would have captured.
1. Exposure-Limit Risk: The total exposure related to option premium paid must not exceed 20% of the net assets of the Scheme; this may restrict the Scheme's ability to take further option positions once the limit is reached.
9. Risk Associated with Transacting through Email (Non-Individual Investors)
1. The AMC allows non-individual investors to transact in mutual fund units through email. Email-based instructions are inherently vulnerable to interception, unauthorised access, phishing, spoofing, failed delivery and unintended transmission. The AMC does not accept any responsibility or liability for loss, damage or inconvenience caused due to errors, delays, non-receipt or unauthorised access associated with transacting through email.

